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Prior research provides mixed evidence on the effect of mandatory adoption of International 
Financial Reporting Standards (IFRS) on the quality of accounting earnings. This paper 
examines whether and how the effects of mandatory IFRS adoption on earnings quality vary 
across countries, depending on national culture. Using a sample of firms from 23 countries 
that adopted IFRS in 2005, I find that earnings quality increases with mandatory IFRS 
adoption in countries with high masculinity scores, while decreases in countries characterised 
by strong power distance and uncertainty avoidance. Further, there is weak evidence that 
mandatory IFRS adoption might improve earnings quality in countries that rank high in 
individualism. This study contributes to the literature by documenting that national culture is 
important factor in determining managerial incentives to implement IFRS, which standards 
are arguably flexible and principle-oriented. My findings highlight the importance of 
examining financial reporting quality through culture value differences and their impact on 
accounting choices. One important implication of this study is that national culture should be 
considered by accounting standard setters in designing, enacting and enforcing international 
financial reporting rules.  
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In the light of mandatory adoption of International Financial Reporting Standards (IFRS) 
worldwide, IFRS is often considered by scholars as a likely determinant of the quality of 
accounting earnings. Nevertheless, the findings on IFRS adoption and its effect on earnings 
quality are inconsistent. Some authors document an improvement in accounting earnings 
quality after IFRS adoption (Jennings et al., 2004; Soderstrom and Sun, 2007; Barth et al., 
2008; Christensen et al., 2008,  Daske et al. 2008; Armstrong et al., 2010; Zeghal et al., 2011; 
Horton et al., 2013), while others suggest that quality of accounting earnings decreases after 
the adoption of IFRS (van Tendeloo and Vanstraelen, 2005; Platikanova and Nobes, 2006; 
Paannanen, 2008; Lin and Paananen, 2009; Ahmed et al., 2013). Furthermore, some scholars 
state that mandatory IFRS adoption has either mixed or no effect on the quality of reported 
earnings (Jeanjean and Stolowy, 2008; Chen et al., 2010; Doukakis, 2014).  
Considering the mixed findings, this study argues that IFRS might not be individually a 
sufficient determinant of earnings quality. The effect of mandatory IFRS adoption on reported 
earnings quality may be driven by omitted variables, as for example, national culture. This is 
because the motivations of managers to adopt IFRS vary, and might be well captured by 
examining their cultural background. Especially, considering that IFRS are principles-based 
standards and thus, on average, are looser than domestic standards. Hence, IFRS 
implementation often relies on financial statements prepares‟ interpretations, giving managers 
an opportunity to exploit accounting discretion to their advantage (Leuz et al., 2003; Ahmed 
et al., 2013). Further to support these arguments, prior international studies have already 
documented that the quality of reported accounting earnings vary across the countries with 
different cultures (Leuz et al., 2003; Bao and Bao, 2004, Fulkerson et al., 2004; Guan et al., 















study is to examine whether the effect of mandatory IFRS adoption on earnings quality will 
vary across the countries with different national culture. 
This study employs difference-in-differences approach that compares the change in earnings 
quality among firms from 23 countries that mandated IFRS adoption in 2005, in their pre-
adoption and post-adoption periods, and also in comparison to a benchmark group of firms 
from 27 countries that did not adopt IFRS. The financial statement data is analysed for a 
sample of firm-year observations for the years 2002-2008. Hofstede‟s (1980, 2010) cultural 
dimensions serve as the proxy for national culture. The earnings quality is measured through 
absolute discretionary accruals. The interaction effect between Hofstede‟s cultural dimensions 
and IFRS adoption is then explored, and its effect on earnings quality is examined.  
This study contributes to understanding of international differences in mandatory IFRS 
adoption and its effect on earnings quality. The results indicate that earnings quality is 
influenced by both IFRS adoption and national culture. The dimensions of power distance 
(PDI), masculinity (MAS), and uncertainty avoidance (UAI) in their interaction with IFRS 
adoption are significant explanatory factors of the international variation in earnings quality. 
The effect of mandatory IFRS adoption in countries with high power distance and uncertainty 
avoidance is positively related to manager‟s earnings discretion and thus negatively affects 
reported earnings quality. Contrary, the effect of IFRS adoption in countries that rank high in 
masculinity is negatively related to earnings discretion and hence has a positive impact on 
reported earnings quality. Further, the results provide a weak evidence of improvement of 
earnings quality in countries that rank high in individualism. These findings suggest that 
future research on international differences in earnings quality should consider both 















Furthermore, as the move to mandatory IFRS adoption worldwide is now one of the most 
important policy issues in financial accounting, thus, the reported findings should be of 
interest to regulators and policy makers in many countries, including those that have not 
adopted the IFRS yet. Also, the research findings should proof useful to the investors and 
analysts who seek to understand the effects of mandatory IFRS adoption on accounting 
numbers in a given country.  
This paper proceeds as follows: section two sets up the theoretical framework for the study 
and presents the hypotheses development; section three discusses the research design and the 
sample selection; section four presents the empirical results; and section five concludes.  
 
2.0 Literature review and hypothesis development 
In this section, first the potential effects of mandatory IFRS adoption on accounting 
information quality are discussed. Then the concept of culture and its influence over the 
accounting values and systems are reviewed. Next culture (specifically, the Hofstede [1980, 
2010] framework) and the mandatory IFRS adoption, and their expected mutual impact on 
earnings quality are discussed.  
 
2.1 Potential effects of mandatory IFRS adoption  
The previous studies of Barth et al. (2008), Daske et al. (2008) and Ahmed et al. (2013) 
suggest that there are both reasons why mandatory adoption of IFRS might positively impact 
accounting quality as well as reasons why such mandatory adoption of common accounting 















Barth et al. (2008) provide the following reasons why the adoption of IFRS could lead to 
improvements in accounting quality. First, IFRS eliminate certain accounting alternatives and 
as such reduces the managerial discretion. This potentially contributes to reduction in the 
extent of opportunistic earnings management and improves earnings quality. Second, IFRS 
permits use of fair value accounting that may better reflect the economic realities than 
domestic standards. Third, IFRS are principle-based standards therefore it should be more 
difficult to find a way around them. For example, it should be harder to avoid recognition of 
liabilities by transactions structuring (Ahmed et al., 2013).   
On the other hand, Barth et al. (2008) also provides the reasons why adoption of IFRS may 
reduce accounting quality. First, IFRS provide greater flexibility as they are principle-based 
standards that lack detailed implementation guidance. Therefore, the absence of guidance 
would increase managers‟ discretion and allowable treatments in such important areas, as for 
example revenue recognition for multiple deliverables. Thus the revenue will be recognised 
depending on the managers‟ interpretations, potentially leading to more earnings management 
and as a result lower accounting quality (Ahmed et al., 2013). Second, the adoption of IFRS 
might eliminate accounting alternatives that might be more appropriate for communicating 
the business position within a certain economic environment, thus forcing the managers to use 
less appropriate measures and as result reducing the accounting quality. In such situation 
IFRS would be considered to be of lower quality than domestic accounting standards (Ahmed 
et al., 2013). 
Bearing in mind those competing arguments, it should also be noticed that recent findings on 
IFRS adoption impact on earnings quality are inconsistent. For example, Barth et al. (2008) 
finds that firms that adopted IFRS are less prone to engage in earnings smoothing and are 
more likely to recognize losses in an appropriate manner. Similarly, Zeghal et al. (2011) 















companies with good corporate governance and those that depend on foreign financial 
markets. Also, Houqe et al. (2014) provide evidence that mandatory IFRS adoption in low 
investor protection countries leads to increase in information quality. An improvement in 
accounting quality after IFRS adoption is also documented by such authors as Jennings et al. 
(2004), Soderstrom and Sun (2007), Christensen et al. (2008), Daske et al. (2008), Armstrong 
et al. (2010), Zeghal et al. (2011), and Horton et al. (2013).  
Contrary to the above studies, Ahmed et al. (2013) provide evidence suggesting increase in 
income smoothing and accrual aggressiveness for firms that went through mandatory IFRS 
adoption. Also, Paananen (2008) found that that the quality of financial reporting in Sweden, 
measured by the degree of earnings smoothing, has decreased after the adoption of IFRS. 
Platikanova and Nobes (2006) investigated the information asymmetry among EU‟s 
companies before and after the mandatory adoption of IFRS in 2005. Their results show the 
larger volatility in the information asymmetry component among the U.K. and German 
companies, while lower information asymmetry was observed for the countries where 
earnings management was more common. The results were interpreted as an indication that 
information asymmetry was reduced due to income smoothing. Similarly, van Tendeloo and 
Vanstraelen (2005), and Lin and Paananen (2009) examined the discretionary accruals of 
German firms adopting IFRS and found that IFRS firms had more discretionary accruals.  
Furthermore, some scholars, as for example, Doukakis (2014) suggested that mandatory IFRS 
adoption had no significant impact on either real or accrual-based earnings management. Also, 
Jeanjean and Stolowy (2008) reported that earnings management did not decline after 
mandatory adoption of IFRS in the U.K. and Australia, and even increased among the firms in 
France. Further, Chen et al. (2010) found evidence that IFRS adoption contributed to decrease 















the same time IFRS was responsible for an increase in income smoothing and a decrease in 
the likelihood of recognizing large losses. 
Given the inconsistent results of prior studies on the effect of IFRS adoption on earnings 
quality the paper argues that IFRS impact on accounting quality might be driven by omitted 
variables of national culture. This assumption is motivated by an argument that accounting 
practices are the product of their environment (e.g. Perera, 1989; Armstrong et al., 2010) and 
accounting earnings quality will depend both on managers‟ predispositions to be involved in 
earnings management as well as non-managerial dependent factors such as for example the 
quality of accounting standards. IFRS are principles-based standards and thus, on average, 
looser than domestic standards. Shipper (2005) and Kvaal and Nobes (2010) found that the 
same IFRS standards can be implemented differently by different managers. The study argues 
then that managers‟ incentives to adopt IFRS as well as their standards interpretations will 
vary depending on individuals‟ cultural background, and cultural predisposition of being 
involved in earnings management.   
 
2.2 National culture and accounting  
Culture has been often discussed as one of the environmental factors that significantly 
influences national accounting systems and their development (Gray, 1988; Salter and 
Niswander; Radebaugh and Gray, 2002; Roberts et al., 2002, Doupnik and Tsakumis, 2004; 
Salter and Lewis, 2010; Perera et al., 2012). Gray (1988) claims that the accountants‟ values 
derive from cultural values and affect the accounting systems and financial reporting practices. 
He states that accountants‟ values interact with institutional arrangements such as capital 
markets, legal and taxation systems, as to determine the final attributes of the accounting 















Throughout the history, each society has either developed its own accounting system, or 
through invasion, colonisation or free choice adopted foreign country‟s accounting system, so 
it could serve its economic, social and political needs (Perera et al., 2012). In the last three 
decades of 20th century the growth in international business and the increase in level of 
market globalisation has created a demand for internationally comparable set of accounting 
standards that lead to creation of IFRS - “single accounting language” (Salter and Lewis, 
2010). The convergence towards IFRS is based on assumption that it will enhance 
international comparability of accounting information. However, IFRS are based on 
„substance-over-form‟ principle, which relies on professional judgment that in turn is strongly 
influenced by national culture and will vary in different countries (Salter and Lewis, 2010). 
Hence, relying on Gray‟s theory on accounting values and the presented arguments about 
IFRS being principles-based and dependent on accountants‟ professional judgment, it could 
be noticed that there is a clear connection between the country‟s culture and the application of 
accounting system that it uses. Thus, the study focuses now on defining the culture and 
presenting Hofstede‟s cultural framework that has been implemented in this research. 
According to Hofstede (1980), culture is “the collective programming of the mind, which 
allows distinguishing the members of one human group from another” (p. 25). The more 
elaborated definition of culture was provided by the Global Leadership and Organizational 
Behaviour Effectiveness (GLOBE) cultural study, which is based upon Hofstede‟s research, 
and defines culture as “shared motives, values, beliefs, identities, and interpretations or 
meanings of significant events that result from common experiences of members or groups 
and are transmitted across the generations” (House et al., 2004, p. 7), and further influence 
cognition, emotion, motivation, behaviour and interactions of individuals, whether individual 















Geert Hofstede (2015) has derived his cultural dimensions from his initial study of how 
values in the workplace are influenced by culture. When he was working at IBM as 
psychologist, between 1967 and 1973, he collected and analysed data from over 100,000 IBM 
employees from 50 countries, in order to answer his research problem. Then, over the years 
he conducted subsequent studies validating the earlier results. In his subsequent research 
sample he included commercial airline pilots and students in 23 countries, civil service 
managers in 14 counties, 'up-market' consumers in 15 countries and 'elites' in 19 countries. 
From the initial research results, and later additions, he introduced a model with four primary 
dimensions that differentiated cultures. These are: power distance differences, individualism 
and collectivism, masculinity and femininity, and uncertainty avoidance differences. These 
four cultural dimensions model have been utilized extensively in research efforts in 
accounting, management, business ethics, as well as other social sciences (Hofstede et al., 
2010).  
Although there are some other works presenting the national culture models, including those 
proposed by Kluckholm and Strodbeck, Hall, Trompenaars, Schwartz, Nardon and Steers, and 
earlier mentioned House and the project of “GLOBE”, the Hofstede‟s framework still remains 
dominant (Lasmin, 2012). This is due to the following reasons: the framework covers huge 
scope of countries and regions; the framework can be used to explain national culture and 
national subculture; the framework is sufficiently based on existing theories in social sciences 
such as anthropology, sociology and psychology; and the framework provides readily used 
scores and indices (Nakata, 2009). Furthermore, the framework has been widely tested in 
various empirical applications and Hofstede‟s cultural dimensions were found to be both 
theoretically relevant and statistically robust predictors of earnings management practices that 
















2.3 National culture, IFRS and earnings quality. 
The primary cultural model of Hofstede constituted of four dimensions differentiating culture. 
These are: power distance, individualism, masculinity and uncertainty avoidance differences.  
Later on, long and short-term orientation was introduced and indulgence versus restraint was 
just added in 2010 (Hofstede et al., 2010). The last two dimensions are not used in this study 
due to its newness and the fact that not much research was done on them previously to 
increase their empirical reliability and validity in the studies. The hypotheses presented in this 
section are formed on the base of Hofstede‟s cultural framework and theoretical and empirical 
wisdom of the reviewed papers. 
According to Hofstede and Hofstede (2005), power distance is defined as the extent to which 
less powerful institutions and organizations within a given country accept that power is 
distributed unequally. The high score on this dimension means that people accept a 
hierarchical order in which everybody has a place and which needs no further justification. 
Hierarchy in an organization is seen as reflecting inherent inequalities, centralization is 
popular and subordinates expect to be told what to do (Hofstede Centre, 2015).  High power-
distance countries are characterized by the lack of both leader communication (Offerman and 
Hellmann, 1997) and participative leadership (House et al., 1999). 
Geiger et al. (2006) argues that individuals from high power distance countries are less likely 
to engage in earnings management practices that would present unrealistic image of 
company‟s performance to appear better than others. However, contrary to this statement, 
prior research of for example, Dechow et al. (1996) find that earnings management is 
prevalent in firms with no segregation of duties, where the chief executive officer also acts as 
the chairman of the board or is the firm‟s founder. Similarly, Gray (1988) argues that 
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